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McGladrey Pulten LLP

Crfied Public Aountnt

McGladrey

Independent Auditors Report

To the Member
DRW Securities LLC

Chicago Illinois

We have audited the accompanying statement of financial condition of DRW Securities LLC as of

December 31 2010 that you are filing pursuant to Rule 7a-5 under the Securities Exchange Act of

1934 This financial statement is the responsibility of the Companys management Our responsibility is

to express an opinion on this financial statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the statement of financial condition is free of material misstatement An audit includes

examining on test basis evidence supporting the amounts and disclosures in the statement of financial

condition An audit also includes assessing the accounting principles used and significant estimates

made by management as well as evaluating the overall statement of financial condition presentation We
believe that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of DRW Securities LLC as of December 31 2010 in conformity with

accounting principles generally accepted in the United States of America

/%c447 /4ºe

Chicago Illinois

February 28 2011

McGIday th brand under whdi RSM McGbrdrey and MGadray PuUen LIP serve clients butiness needs Member of SM Internationa networic network of

The two firms operate as separate legal entitles In an alternative practice structure independent accounting tax and consulting
firms



DRW Securities LLC

Statement of Financial Condition

December 31 2010

Assets

Cash

Receivable from clearing brokers

Securities owned at fair value

Stock and memberships in exchanges owned at cost fair value $1261223

Receivables from affiliated companies

Other assets

Total assets

Liabilities and Members Equity

Liabilities

Securities sold not yet purchased at fair value

Payables to affiliated companies

Note payable affiliate

Other accrued expenses

Liabilities subordinated to claims of general creditors

Members Equity

618787

106019993

684191759

1531763

426128

75663

792864093

697869816

10269031

41000000

71140

749209987

3000000

40654106

Total liabilities and members equity

The accompanying notes are an integral part of this statement of financial condition

792864093



DRW Securities LLC

Notes to Statement of Financial Condition

Note Nature of Business and Significant Accounting Policies

Nature of business DRW Securities LLC the Company is an Illinois limited liability company and

wholly owned subsidiary of DRW Holdings LLC DRWH The Company is registered broker-dealer

under the Securities Exchange Act of 1934 and Chicago Board Options Exchange CBOE member firm

that engages in proprietary trading activities

The following is summary of the Companys significant accounting policies

Accounting policies The Company follows accounting standards established by the Financial

Accounting Standards Board the FASB to ensure consistent reporting of financial condition results of

operations and cash flows References to Generally Accepted Accounting Principles GAAP in these

footnotes are to the FASB Accounting Standards CodificationTM sometimes referred to as the

Codification or ASC

Use of estimates The preparation of financial statements in conformity with GAAP requires

management to make estimates and assumptions that affect the reported amounts of assets liabilities

and disclosure of contingent assets and liabilities at the date of the financial statements and the reported

amounts of revenue and expenses during the reporting period Actual results could differ from those

estimates

Securities transactions Proprietary securities transactions are recorded on the trade-date basis as if

they had settled Profits and losses arising from all proprietary trading activities are recorded on the

trade-date basis with unrealized gains and losses reflected in proprietary trading revenue

The Company recognizes interest on securities owned and securities sold not yet purchased on an

accrual basis and dividend income is recognized on the ex-dividend date The Company accounts for its

secured financing activities on an accrual basis with related interest recorded as applicable

Amounts receivable and payable for securities transactions that have not reached their contractual

settlement date are recorded net on the statement of financial condition

Stock and memberships in exchanges owned The Companys exchange memberships which

represent ownership interests in the exchanges and provide the right to conduct business on the

exchanges are recorded at cost or if any other than temporary impairment in value has occurred at

value that reflects managements estimate of the impairment Management believes no such impairment

in value occurred in 2010

Memberships in exchanges not held for operating purposes are carried at fair value and are included in

securities owned

Gains and losses on memberships are computed based upon specific identification

Income taxes As limited liability company the Company is not subject to federal income taxes The

Companys member separately accounts for its pro
rata share of the Companys items of income

deductions losses and credits Therefore these financial statements do not include any provision for

federal income taxes



DRW Securities LLC

Notes to Statement of Financial Condition

Note Nature of Business and Significant Accounting Policies Continued

FASB Accounting Standards Codification Topic 740 Income Taxes provides guidance for how uncertain

tax positions should be recognized measured disclosed and presented in the financial statements This

requires the evaluation of tax positions taken or expected to be taken in the course of preparing the

Companys tax returns to determine whether the tax positions are more-likely-than-not of being

sustained when challenged or when examined by the applicable tax authority Tax positions not

deemed to meet the more-likely-than-not threshold would be recorded as tax expense and liability in the

current year The Company is generally not subject to examination by U.S federal and state tax

authorities for tax years before 2007 For the year ended December 31 2010 management has

determined that there are no material uncertain tax positions

Note Receivable from Clearing Brokers

The Company clears its proprietary transactions through other broker-dealers Receivables from clearing

brokers consist of cash and other amounts due to the Company from proprietary transactions

Note Fair Value of Financial Instruments

Fair value is the price that would be received to sell an asset and paid to transfer liability in an orderly

transaction between market participants at the measurement date The Company utilizes valuation

techniques to maximize the use of observable inputs and minimize the use of unobservable inputs

Assets and liabilities recorded at fair value are categorized based upon the level of judgment associated

with the inputs used to measure their value The fair value hierarchy gives the highest priority to quoted

prices in active markets for identical assets or liabilities Level and the lowest priority to unobservable

inputs Level Inputs are broadly defined as assumptions market participants would use in pricing an

asset or liability The three levels of the fair value hierarchy are described below

Level Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting

entity has the ability to access at the measurement date The type of investments included in Level

include listed equities and listed derivatives

Level Inputs other than quoted prices within Level that are observable for the asset or liability

either directly or indirectly and fair value is determined through the use of models or other valuation

methodologies Investments which are generally included in this category include corporate bonds and

loans less liquid and restricted equity securities and certain over-the-counter derivatives significant

adjustment to Level input could result in the Level measurement becoming Level

measurement

Level Inputs are unobservable for the asset or liability and include situations where there is
little

if

any market activity for the asset or liability The inputs into the determination of fair value are based

upon the best information in the circumstances and may require significant management judgment or

estimation Investments that are included in this category generally include equity and debt positions in

private companies



DRW Securities LLC

Notes to Statement of Financial Condition

Note Fair Value of Financial Instruments Continued

In certain cases the inputs used to measure fair value may fall into different levels of the fair value

hierarchy In such cases an investments level within the fair value hierarchy is based on the lowest level

of input that is significant to the fair value measurement The Companys assessment of the significance

of particular input to the fair value measurement in its entirety requires judgment and considers factors

specific to the investment The following section describes the valuation techniques used by the

Company to measure different financial instruments at fair value and includes the level within the fair

value hierarchy in which the financial instrument is categorized

Equity securities equity options futures options on futures and exchange-traded funds are recorded at

fair value based on quoted market prices which are generally the exchange settlement prices Fixed

income securities which include U.S Treasury obligations and corporate bonds are recorded at fair

value based on broker or dealer quotations or alternative pricing sources with reasonable levels of

transparency These financial instruments are classified as Level in the fair value hierarchy

Corporate convertible securities are valued by management using methodology that initially considers

the securities relative conversion attributes either fixed or variable as well as conversion restrictions if

any Variable conversion further considers among other things negotiated discounts and look-back

structures These financial instruments are classified as Level in the fair value hierarchy

Investments in exchange memberships which exclude those exchange memberships used for operating

purposes are valued by management based on the most recent bid offer and last sale prices If there

has been sale within 30 days of the measurement date management uses the average of the bid offer

and last sale prices If there has not been sale within 30 days of the measurement date management

uses the average of the bid and offer prices These financial instruments are classified as Level in the

fair value hierarchy

Private placements for which there is no ready market are recorded at fair value as determined by

management Generally the fair value represents the amount that the Company could reasonably expect

to receive if the investment was sold at the time of valuation based on information reasonably available

at the time of valuation that the Company believes to be reliable Those estimated fair values do not

necessarily represent the amounts that may be ultimately realized due to the occurrence of future

circumstances that cannot be reasonably determined These financial instruments are classified as

Level in the fair value hierarchy



DRW Securities LLC

Notes to Statement of Financial Condition

Note Fair Value of Financial Instruments Continued

The following table presents the Companys fair value hierarchy for those assets and liabilities measured

at fair value on recurring basis as of December 31 2010

Fair Value Measurements Using

Quoted Prices in Significant Other Significant

Active Markets for Observable Unobservable

Identical Assets Inputs Inputs

Level Level LeveI

Securities owned

Exchange-traded funds

Equity options

Equity securities

Options on futures contracts

Fixed income securities

Corporate convertible securities

Private placements

Receivables from clearing broker

Futures contracts

Liabilities

Securities sold not yet purchased

Equity options

Exchange-traded funds

Options on futures contracts

Equity securities

Fixed income securities

Corporate convertible securities

238698012

323143986

25782857

18310700

72177736

3578468

2500000

Note Liabilities Subordinated to Claimsof General Creditors

The Company has entered into subordinated borrowing agreement with an affiliated entity in the

amount of $3000000 The subordinated borrowing bears interest at the Federal Funds Effective Rate

plus 0.625 percent and is scheduled to mature on March 15 2011 Management intends to extend the

term of the subordinated borrowing

The subordinated borrowing is available in computing net capital under the Securities and Exchange

Commissions uniform net capital rule To the extent that such borrowing is required for the Companys
continued compliance with minimum net capital requirements it may not be repaid

Assets

Total

238698012

323143986

25782857

18310700

72177736

3578468

2500000

1518171 1518171
684191759 678113291 3578468 2500000

317454167 317454167

149008130 149008130

16465332 16465332

96460916 96460916

115173705 115173705

3307566 3307566

697869816 694562250 3307566



DRW Securities LLC

Notes to Statement of Financial Condition

Note Related Party Transactions

The Company pays all direct expenses associated with its trading activities The Company has entered

into an agreement with DRWH whereby all other operating expenses totaling $34915785 for the year

ended December 31 2010 are paid by DRWH and charged to the Company based on series of usage

factors At December 31 2010 payables to affiliated companies on the statement of financial condition

of $10269031 related to this agreement

The Company has unsecured promissory notes with an affiliated entity totaling $41000000 which is

utilized as margin for its proprietary trading activities The notes bear no interest and are payable

beginning January 2012 At December 31 2010 the fair value of the unsecured promissory notes is

approximately $40594000 On February 25 2011 the Company repaid $31000000 of the outstanding

promissory notes

Note Derivative Financial Instruments Guarantees and Concentrations of Credit Risk

In the normal course of business the Company enters into transactions in financial instruments with

varying degrees of market and credit risk These financial instruments consist primarily of equity

securities and their derivatives as well as interest rate securities and their derivatives Derivatives include

options on equities and indices as well as financial futures contracts and related options thereon Trading

of these financial instruments is conducted on securities and futures exchanges throughout the United

States Settlement of these transactions takes place in the United States through clearing brokers utilized

by the Company These instruments involve elements of market and credit risk that may exceed the

amounts reflected in the statement of financial condition

Various factors affect the market risk of these transactions among them are the size and composition of

the positions held the absolute and relative levels of interest rates and market volatility Also the time

period in which options may be exercised the market value of the underlying instrument and the exercise

price affect market risk The most significant factor influencing the Companys overall exposure to market

risk is its use of hedging strategies

Equity derivatives held such as options on common stock or financial futures contracts may provide the

Company with the opportunity to deliver or to take delivery of specified securities or financial futures

contracts at contracted price Options written on common stock or financial futures contracts may

obligate the Company to deliver or to take delivery of securities or specified financial futures contracts at

contracted price in the event the option is exercised by the holder and may result in market risk not

reflected in the statement of financial condition to the extent that the Company is obligated to purchase or

sell the underlying securities or financial futures contracts in the open market To minimize these risks

the Company may hold or sell short the underlying instrument which can be used to settle these

transactions

Securities sold not yet purchased represent obligations of the Company to deliver specific securities and

thereby create liability to purchase the securities in the open market at prevailing prices These

transactions may result in market risk not reflected in the statement of financial condition as the

Companys ultimate obligation to satisfy its obligation for trading liabilities may exceed the amount

reflected in the statement of financial condition To minimize this risk the Company generally holds

equity securities or financial futures contracts which can be used to settle these obligations



DRW Securities LLC

Notes to Statement of Financial Condition

Note Derivative Financial Instruments Guarantees and Concentrations of Credit Risk

Continued

Since the Company does not clear its own securities and futures transactions it has established accounts

with clearing brokers for this purpose This can and often does result in concentration of credit risk with

these firms Such risk however is mitigated by each clearing brokers obligation to comply with rules and

regulations of the Securities and Exchange Commission SEC and the Commodity Futures Trading

Commission CFTC

The Company maintains its cash deposits with financial institution On occasion these deposits will

exceed the maximum insurance level provided by the Federal Deposit Insurance Corporation

Note Derivative Instruments and Hedging Activities

The Companys derivative activities are limited to the trading of futures equity options and options on

futures As market maker and liquidity provider in various markets the Companys activities employ

variety of trading strategies such that the notional value of open derivative positions is not representative

of the risk in the outstanding derivatives contract The Company may also employ arbitrage trading

strategies The Companys market risk exposure is minimal throughout the year or neutral as to value-

at-risk as the open derivatives positions have corresponding offsets in other non-derivative instruments

These derivative contracts are recorded on the statement of financial condition as assets or liabilities

measured at fair value or receivables from clearing broker The Company does not consider any

derivative instruments to be hedging instruments as those terms are generally understood

As of December 31 2010 and for the year then ended the Companys derivative activities had the

following impact on the statement of financial condition and the statement of operations

Gross Asset Gross Liability

Derivatives Derivatives

at Fair Value at Fair Value

Contract Type December 31 2010 December 31 2010

Equity index contracts

Equity options 323143986 317454167

Options on futures 18310700 16465332

Futures 1403727

Fixed income contracts

Futures 195922

Energy contracts

Futures 74370

Currency contracts

Futures 7108

339936515 333919499

Included in Securities owned at fair value on the statement of financial condition

Included in Receivable from clearing brokers on the statement of financial condition

Included in Securities sold not yet purchased at fair value on the statement of financial condition



DRW Securities LLC

Notes to Statement of Financial Condition

Note lndemnifications

In the normal course of its business the Company indemnifies and guarantees certain service providers

such as clearing brokers against specified potential losses in connection with their acting as an agent of

or providing services to the Company The maximum potential amount of future payments that the

Company could be required to make under these indemnifications cannot be estimated However the

Company believes that it is unlikely it will have to make material payments under these arrangements and

has not recorded any contingent liability in the financial statements for these indemnifications

Additionally the Company enters into contracts and agreements that contain variety of representations

and warranties and which provide general indemnifications The Companys maximum exposure under

these arrangements is unknown as this would involve future claims that may be made against the

Company that have not yet occurred The Company expects the risk of any future obligations under

these indemnifications to be remote

Note Regulatory Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule SEC
Rule 15c3-1 which requires the maintenance of minimum net capital The Company has elected to use

the alternative method permitted by the rule which requires the Company to maintain net capital as

defined equal to the greater of $250000 or percent of aggregate debit balances arising from

customer transactions as defined The rule also provides that equity capital may not be withdrawn if the

resulting net capital would be less than percent of aggregate debits At December 31 2010 the

Company had net capital of $34752804 which was $34502084 in excess of its required net capital of

$250000

Although the Company is not exempt from SEC Rule 15c3-3 it does not transact business in securities

with or for customers and it does not carry margin accounts credit balances or securities for any person

defined as customer under Rule 17a-5c4



DRW Securities LLC

Statement of Financial Condition

December 31 2010

Filed as PUBLIC Information Pursuant to Rule 17a-5d Under the

Securities Exchange Act of 1934


